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1 INTRODUCTION

Purpose

1.1 This Statement sets out the concepts that limdlee preparation of general
purpose financial reports for external users. Seplerts may contain both financial
and non-financial information. The purpose of 8tatement is to:

(a) assist users to interpret the information doethin financial reports prepared
in conformity with generally accepted accountingcpicze;

(b) assist preparers of financial reports to afiipigncial reporting standards and
to deal with topics that are not the subject ohatriicial reporting standard,;

(c) assist auditors to form an opinion as to wheflremncial reports provide a
fair presentation of an entity’s financial and $egvperformance, financial
position and cash flows; and

(d) assist the Financial Reporting Standards B¢t Board) to develop future
financial reporting standards and to review existiimgancial reporting
standards.

For the purposes of this statement the tEimpresentatiorhas the same meaning
asa true and fair vievandfairly reflect

Application
1.2 This Statement applies to all general purpvstial reports.

1.3 The provisions of this Statement become operafor financial reports
covering periods commencing on or after 1 Janu@8pl

Scope

1.4 This Statement details:

(@) the objectives of general purpose financiabripg;

(b) the qualitative characteristics that deternthme usefulness of information in
financial reports;

(c) the assumptions underlying the preparationnafricial reports;

(d) influences on the preparation of financial nego

(e) the definition of the elements from which fioah reports are constructed; and
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(f) the recognition and measurement of those elésnen

The relationship between these matters is showrgimr&il:

Figurel
Objectives
l
| |
Qualitative
Characteristics Elements
Assumptions Influences Recognition Measurement

1.5 This Statement is concerned wggtneral purpose financial repor{seferred
to as “financial reports”). Such financial reporése intended to provide
information to meet the needs of external users wate unable to require, or
contract for, the preparation of special reportsniget their specific information
needs. As the transactions and events being reporag have both financial and
non-financial effects, general purpose financiglorés may contain both financial
and non-financial information.

1.6 Some users may require, and have the power t@inpkinformation in
addition to that contained in general purpose fognreports. Suclspecial
purpose financial reportsfor example, computations prepared for taxation
purposes, and trust deed reports for major lendech as banks and financial
institutions, fall outside the scope of this Stademn

2 REPORTING ENTITY

2.1 A reporting entity exists where it is reasonableetgect the existence of
users dependent on general purpose financial reportinformation which will be
useful to them in terms of the objectives stateciiagraph 3.1.

2.2 An obligation to report often derives from légi®n, regulations, common
law, or contractual arrangements. However, the resipiity to report publicly is
broader than the “legal” obligation and arises from

(&) the role played in the community by the repagrntity; and/or
(b) users’ reliance on general purpose financabits for their information needs.

2.3 The following are examples of users who may lEeddent on an entity’s
general purpose financial reports:
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(@) providers of resources to such entities: foaneple, suppliers, lenders,
investors, tax payers or donors;

(b) representatives of groups such as voters orebbbklers whether the
representatives be elected or appointed;

(c) analysts and members of the media concernedanmititysing and reporting
the performance of entities.

3 THE OBJECTIVES OF GENERAL PURPOSE FINANCIAL
REPORTING

3.1 The objectives of general purpose financialorépg are to provide

information to assist users in:

(@) assessing the reporting entity’s financial aedvice performance, financial
position and cash flows;

(b) assessing the reporting entity’s compliance wébislation, regulations,
common law and contractual arrangements, as th&ge te the assessment
of the reporting entity’s financial and servicefpemance, financial position
and cash flows; and

(c) making decisions about providing resourcesotodoing business with, the
reporting entity.

Thus financial reporting has an accountability r¢parts (a) & (b)] and an
informative role [part (c)]. The relative importan of these roles may vary for
different users and in different sectors. For eplembecause many public sector
entities exercise particular powers, the users dilipusector general purpose
financial reports may be more interested in accahility.

3.2 The objectives of general purpose financiabrpg outlined in paragraph 3.1
are most commonly achieved by publishing finan@alorts which cover:

(@) financial position;

(b) financial and service performance; and

(c) cash flows.

An entity’s performance is assessed by comparingetitéy’'s financial results
with its financial objectives and comparing the sfgiservice performance results
with its service performance objectives.

Service performance objectives and results arerteghan non-financial terms,
such as quantities of goods and services providkaancial results and objectives
are reported in financial terms such as finanaigblsis.

Where service performance objectives predominatéties report primarily in
non-financial terms. Entities report primarily fimancial terms where financial
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objectives predominate (as for example most prigatgor for-profit entities). In
the public sector, many entities have both seryieformance objectives and
financial performance objectives.

3.3 Accountability is the requirement for one padyaccount to another party
for its performance over a given period: for exaenplirectors are accountable to
shareholders, Parliament holds Ministers to accoumhe four components of
accountability are outlined in Figure 2.

Figure2

Specification in advance of

desired performance
(eg, targets and objectives)

Analysis of actual Delegation of sufficient
performance in the light authority and powers
of desired performance to enable desired

to be achieved performance

Reporting of actual

performance

3.4 To fulfil the accountability role, financial perts should reflect the nature
and dimensions of performance that are relevatita@ntity.

3.5 Accountability requires that financial reports:
(a) identify the objectives and targets normallklshed by formal process; and
(b) measure actual achievements against thosetivleieand targets.

Such objectives and targets may be financial orfir@ncial.

3.6 Traditionally, financial reporting has focusad providing information about
past transactions and events. To meet the obgscttated in paragraph 3.1, the
entity might usefully supplement historical inforiiaa by providing:

(@) interpretive comment on the financial informatsupplied; and
(b) prospective information.

3.7 Interpretive comment could point out the relaship between material
changes in financial elements and the entity’solystcurrent activities, external
environment or objectives. Narrative, for exampkmn provide information about
an entity’s physical resources, resulting in img@wnderstanding of the entity’s
financial position. Narrative comment is particljarelevant in reporting service
performance.
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3.8 Prospective information could take either riareaor quantitative form.
Narrative information could provide an assessmeétii@entity’s prospects, focusing
on how anticipated changes in the economic enviemtmmight affect results,
liquidity and risk. Quantitative information coutdke the form of predictive results
for operations, financial position and cash flobased on assumptions about future
economic conditions and courses of action. Fomgia, local government budgets
usually set the basis of a rate, levy, user charggher source of funding. Further,
the publication of financial budgets and other pemsive information at the
beginning of a reporting period, and the later carnigon with actual results, are
essential to the accountability of public sectdities.

4  QUALITATIVE CHARACTERISTICS

4.1 The quality of the information provided in fir@al reports determines the
usefulness of those reports to users. The chaistzte by which quality can be
measured are:

(&) relevance;

(b) understandability;

(c) reliability; and

(d) comparability.

The qualitative characteristics discussed in thiate®nent are represented in
Figure 3:

Figure3
Qualitative Characteristics
for General Purpose
Financial Reports
‘ Relevance ‘ ‘ Understandability‘ ‘ Reliability ‘ ‘ Comparability‘
Feedback | Predictive — Representational - .
value value Timeliness Faithfulness Verifiability || Neutrality
Relevance

4.2 Information isrelevant to users if it can be used to:
(&) confirm or correct prior expectations about pasents (feedback value); or

(b) assist in forming, revising or confirming expéias about the future
(predictive value).
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4.3 A particular piece of information may hafeedback value only — for
example, information on compliance with a debenttitsst deed — or both
feedback andpredictive value — for example, information on which to base
predictions about the current level and structdir@sset holdings provides:

(@) feedback about past predictions of the way tiigyevould restructure; and
(b) information about the entity’s ability to abbduture economic shocks.

4.4 Timeliness is an ingredient of relevance, because if inforomatis not
available when it is needed, it is of no use.

Understandability

4.5 Information isunderstandable when users might reasonably be expected to
comprehend its meaning.

4.6 The users’ ability to understand financial infiation will depend in part on
their own capabilities and in part on the way in whieh information is presented.

4.7 For the purpose of this Statement, users aens to have a reasonable
knowledge of the entity’s activities and the envir@mt in which it operates, and
to be willing to study the information with reasorediligence.

4.8 Information about complex matters should notvéver, be excluded from
financial reports merely because it may be tooidliff for some readers to
understand.

Reliability

4.9 Information isreliable when it:

(@) corresponds with the actual underlying trangats and events
(representational faithfulness);

(b) is capable of independent verification (velifiiy); and

(c) is free from bias (neutrality).

4.10 Representational faithfulness is achieved when transactions and events
which affect the entity are presented in financiaparts in a manner that
corresponds with the substance of the actual uridgrlyansactions and events.
That is, transactions and events are accountedridrpresented in a manner that
conveys their economic effect rather than necdgshsir legal form.

4.11 Information isserifiable if knowledgeable and independent observers could
be expected to concur that the presentation aires#iction or event agrees, with a
reasonable degree of precision, with the actual nlyidg transaction or event.
Verifiability focuses on whether a particular basfsneeasurement is correctly
applied, rather than on whether it is appropriate.

4.12 Financial reports ameeutral if the preparer has not, in order to achieve a
predetermined result, selected or presented infilsman a manner designed to
influence the making of decisions or judgement.
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Comparability

4.13 Information in a financial report icomparable when users are able to
identify similarities and differences between th#gbimation and information in
other reports.

4.14 Comparability applies to the:
(@) comparison of financial reports of differentiges; and
(b) comparison of the financial reports of the samity over periods of time.

4.15 An important implication of the concept of cargbility is that users need
to be informed of the policies employed in the mmtion of financial reports,
changes in those policies and the effects of tbhaages.

4.16 Because users wish to compare the performdrae entity over time, it is
important that financial reports show correspondinfprmation for preceding
periods.

5 THEASSUMPTIONSUNDERLYING THE PREPARATION OF
GENERAL PURPOSE FINANCIAL REPORTS

5.1 Unless there are special circumstances, prepafdmancial reports should

usually apply the following assumptions:

(&) the entity is going concern

(b) the entity's economic activity can be dividedo nominated time periods
(period reporting)

(c) the entity's revenue and expenditure are regooh araccrual basis.

5.2 Going ConcernFinancial reports are normally prepared on the rapsion
that the entity will continue in existence for thedseeable future. In particular,
this means that there is no intention or necessitigjuidate or significantly curtail
the scale of the entity’s operations. If such m@tention or need exists, it may be
inappropriate to prepare financial reports on aagaioncern basis and, if so, the
different basis on which the reports are preparedishbe disclosed.

5.3 When assessing whether an entity will continueexistence for the
foreseeable future, consideration should be giwerchanges in circumstances
which are likely to occur during a period of at lease year from the date on
which the financial report is approved, and to cleasnig circumstances which the
entity knows will occur thereafter. The going comcexssumption will need
careful interpretation in some public sector inse For example, the power to
rate or tax may allow some public sector entitiesbé considered as a going
concern even though they may operate for extendedds with negative equity.

5.4 Period Reporting An entity's results and financial position can tbbg
measured at the time of that entity’s liquidatiddowever, in the case of a going
concern, in order to provide timely information,ist assumed that the entity’s
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economic activity can be divided into nominateddiperiods. This requires the
preparer to determine which time period each traisaor event relates to, and to
resolve any difficult allocation problems.

5.5 Accrual Basis:Under the accrual basis, the effects of transac@émmsother
events are recognised when they occur. They arerdeorded in the accounting
records, and reported in the financial reportsthef periods to which they relate.
The time that event or transaction occurs may oy nm@ coincide with the time
that cash is received or paid. Financial reporepared on the accrual basis
inform users not only of past transactions invajvihe payment and receipt of
cash, but also of obligations to pay cash in thwréiand of resources that
represent cash to be received in the future.

6 INFLUENCES ON QUALITATIVE CHARACTERISTICS

Balance between Qualitative Characteristics
6.1 A balancing, or trade-off, between qualitatharacteristics is often necessary.

Generally, the aim is to achieve an appropriate nualain order to meet the
objectives of general purpose financial reports.ciflieg the relative importance
of the characteristics in different cases is a enatf professional judgement.

6.2 Information may be relevant, but so unreliaiblenature or representation
that its recognition in a financial statement isgmtially misleading. For example,
if the validity and amount of a claim for damagesier a legal action are disputed,
it may be inappropriate for the entity to recogrtise full amount of the claim in
the statement of financial position, although ityntee relevant to disclose the
amount and circumstances of the claim in the ntotéise financial report.

6.3 The preparers of financial reports may neelalance the relative merits of
reporting in good time and providing reliable infation. In order to provide
timely information, it may often be necessary tpae before all aspects of a
transaction or other event are known, thus impairglgbility. Conversely, if
reporting is delayed until all aspects are knowm, itiformation may be highly
reliable, but of little value to users who have kadhake decisions in the interim.

Balance between Benefit and Cost

6.4 The balance between benefit and cost is a peevesnstraint. The benefits
derived from information should exceed the cogtrofviding it. The evaluation of
benefits and costs is, however, substantially aenatt judgement. Furthermore,
the costs do not always fall on those users who ethieybenefits. Benefits may
also be enjoyed by users other than those for whwrinformation is prepared.
For these reasons, it is difficult to apply a béredst test in any particular case.
Nevertheless, standard-setters, as well as prepandrsisers of financial reports,
should be aware of this constraint.
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Materiality

6.5 A statement, fact, or item is material if itofSsuch a nature or amount that
its disclosure, or the method of treating it, givérl consideration of the
circumstances applying at the time that the fingnoéports are completed, is
likely to influence users of financial reports iraking decisions or assessments.

For example, unusual increases in directors’ astetemembers’ emoluments may
be critical (because of the fiduciary responsileiitof those directors or officials),
even though the absolute amounts of those emolsnmeay be much smaller than
many other costs which do not need to be disclosed.

6.6 Determining the materiality of an item is esidiyta matter of judgement.
Materiality is concerned with assessing whether donssmnisstatement, or non-
disclosure of an item of relevant and reliable infation could affect the
perceptions of financial report users. Materialitgplies to non-financial and
narrative information as well as to the financialntemts of general purpose
financial reports.

6.7 Consideration should be given to the likelyrasef the particular financial
reports, and to the information needs of thosesus&he information presented in
financial reports may be used by various, and offeite different, categories of
persons, each having its own particular interegtiénreporting entity.

6.8 The assessment of materiality needs to beedaotiit not only in relation to
individual items but also in relation to classesiofilar items. For example, errors
in individual items may be immaterial in their owight, but material in aggregate.

Prudence

6.9 The concept ofprudence (or conservatism), often cited in accounting
literature, has been explained as the need to isgemare when dealing with
uncertainties. The preparers of financial repditsre to contend with the
uncertainties that inevitably surround many evemd circumstances, such as the
collectability of doubtful receivables, the probabuseful life of plant and
equipment and the number of warranty claims that owyr. Such uncertainties
are recognised by the disclosure of their natuk etient and by the exercise of
prudence in the preparation of the financial reportPrudence requires that
preparers exercise a degree of caution in makirg eftimates necessary to
recognise such transactions and events, to ensateassets or revenues are not
overstated and liabilities or expenses are not istaled. However, the exercise of
prudence does not allow, for example, the creatfdriduzlen reserves or excessive
provisions, the deliberate understatement of assetevenue, or the deliberate
overstatement of liabilities or expenses, becausdinancial reports would not be
neutral and, therefore, not have the quality ofiakdlity. Clearly such a
misinterpretation is incompatible with the notionrepresentational faithfulness.
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7 DEFINITION AND RECOGNITION OF THE FINANCIAL
ELEMENTS OF GENERAL PURPOSE FINANCIAL REPORTS

7.1 Financial reports portray the effects of tratisas and other events by

grouping them into broad classes according to teeanomic characteristics in

order to meet the objectives specified in paragrdylh These broad classes are
termed elements.

7.2 Financial elements relate to the reportingimdricial position and financial
performance.

7.3 The elements directly related to financial posiare assets, liabilities and
equity. The elements directly related to finangalformance are revenues and
expenses.

7.4 The definitions given in this statement show ititerrelationship between the
elements. This interrelationship means that an tteat meets the definition and the
criteria for recognition of a particular elemerdgy £xample, an asset, automatically
requires the recognition of another element, fangxle, revenue or a liability.

7.5 For the purposes of the recognition critertzose in this document, the term
“probable” means the chance of the service poteatifuture economic benefits
arising on the basis of the available evidenc®giclis more likely rather than less
likely to occur.

7.6 The definitions in this section apply to allethmeasurement systems
described in this document. Accordingly, in applythe definitions in any given
set of circumstances, it is important to bear indrthe particular system which has
been adopted.

FINANCIAL POSITION

Assets:

Definition of Assets
7.7 Assets are service potential or future economic benefistmlled by the
entity as a result of past transactions or othestpavents.

Essential Characteristics of Assets
7.8 The definition of assets identifies three eSakoharacteristics:

(&) there must be service potential or future eododenefits; and

(b) the entity must have control over the serviogeptial or future economic
benefits to the extent that the entity is ablertipy the benefits, and deny or
regulate access of others to the benefits; and

(c) the transaction or other event which gives tisthe entity’s control over the
service potential or future economic benefits naste occurred.
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Criteriafor Recognition of Assets

7.9 An asset shall be recognised in the statement of financial position when

and only when:

(a8 it is probable that the service potential or future economic benefits
embodied in the asset will eventuate; and

(b) the asset possesses a cost or other value that can be measured with
reliability.

Liabilities:

Definition of Liabilities

7.10 Liabilities are the future sacrifices of service potentialodfuture economic

benefits that the entity is presently obliged to entk other entities as a result of
past transactions or other past events.

Essential Characteristics of Liabilities
7.11 The definition of liabilities identifies thressential characteristics:

(@) there must be a present obligation, that is, éhtity must have a duty or
responsibility, which has not yet been satisfiedadbor perform in a certain
way; and

(b) there must be adverse financial consequencdbédaentity, in that the entity
is obliged to sacrifice service potential or fute@nomic benefits to one or
more other entities; and

(c) the transaction or other event which gives tiséhe obligation to sacrifice
service potential or future economic benefits naste occurred.

7.12 An obligation exists when the legal, social, itmal or economic
consequences of failing to act or perform in theead way are such that the entity
is left with little, if any, discretion to avoid theacrifice of service potential or
future economic benefits to one or more entities.

An obligation implies the involvement of two separptaties, namely the entity
and a party external to the entity, since the spamty cannot be both the recipient
of the performance and the party under the dupetéorm.

7.13 The existence of a liability at law is usua#lyclear indication of the
existence of a liability for financial reporting quoses; however, the attributes of a
legal liability may be unnecessarily restrictivedafining a liability for financial
reporting purposes.

Criteriafor Recognition of Liabilities

7.14 A liability shall berecognised in the statement of financial position when

and only when:

(@) it is probable that the future sacrifice of service potential or future
economic benefitswill be required; and

(b) theamount of theliability can be measured with reliability.
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Equity:

Definition of Equity

7.15 Equity is the residual interest in the assets of thetemtiter deduction of its
liabilities.

7.16 Equity is measured as the difference betwesstsaand liabilities.

7.17 Equity is a residual interest; that is, equitgks after liabilities in claims to
the assets of an entity. In the event of the eilititing wound up, all liabilities
must be met before a distribution of the remairdsgets, called the net assets, can
be made to those with ownership rights.

Recognition of Equity

7.18 Since equity is the residual interest in thgets of an entity and the amount
assigned to equity will always correspond to theediffice between the amounts
assigned to the entity’s assets and the amounignasisto the entity’s liabilities,
the criteria for the recognition of assets andiliids provide the criteria for the
recognition of equity.

FINANCIAL PERFORMANCE
Revenues:

Definition of Revenues

7.19 Revenues are inflows or other enhancements, or savings itflamus, of
service potential or future economic benefits in fibren of increases in assets or
reductions in liabilities of the entity, other théimose relating to contributions by
owners, that result in an increase in equity durihg reporting period.

7.20 The probability of such inflows or other entements or savings in outflows
of service potential or future economic benefith vary. Assessments of the degree
of certainty attaching to the inflows or other emtements or savings in outflows of
service potential or future economic benefits iy garticular situation should be
made on the basis of available evidence. For reatiiies, the majority of revenues
will result from the provision of goods and sergiairing the reporting period and
the large majority of underlying transactions attteo events will involve little or no
uncertainty that an inflow or other enhancemensauring in outflows of service
potential or future economic benefits has occursatte the entity will either have
received cash or have an explicit claim againsesternal party. However, an
absence of an exchange transaction will often rdsgbts about whether the
requisite degree of certainty has been attained. situations where there is
uncertainty about the inflow or other enhancemergaming in outflows of service
potential or future economic benefits, revenuesracegnised when the inflow or
other enhancement or saving in outflows is probable.
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Criteriafor Recognition of Revenues

7.21 Revenues shall be recognised in the determination of the result for the
reporting period, when and only when:

(@) itisprobablethat theinflow or other enhancement or saving in outflows
of service potential or future economic benefits has occurred; and

(b) the inflow or other enhancement or saving in outflows of service
potential or future economic benefits can be measured with reliability.

Expenses:

Definition of Expenses

7.22 Expenses are consumptions or losses of service potentiditure economic
benefits in the form of reductions in assets oreases in liabilities of the entity,
other than those relating to distributions to owsiethat result in a decrease in
equity during the reporting period.

7.23 The consumptions or losses of service polentifuture economic benefits
that constitute expenses may be of various kirmsexample, service potential or
future economic benefits will be consumed or will iexpduring the current
reporting period as consumable stores are usedthand will be an outflow of
service potential or future economic benefits fatare reporting period as a result
of the incurrence, during the current reportingqegrof a liability for some types
of taxes. The transactions and other events fromchwlxpenses arise, and the
expenses themselves, are in many forms and amregf® by a variety of names;
for example, wages and salaries, depreciation amltesation, cost of goods sold,
cost of services provided, rent and interest.

Criteriafor Recognition of Expenses

7.24 Expenses shall be recognised in the determination of the result for the
reporting period, when and only when:

(@) itisprobablethat the consumption or loss of service potential or future
economic benefits resulting in a reduction in assets and/or an increasein
liabilities has occurred; and

(b) the consumption or loss of service potential or future economic benefits
can be measured with reliability.

7.25 It has been common practice when recognisipgreses in the statement of
financial performance to make a direct associabietween costs incurred and
specific items of revenue. This process, commaoafgrred to as the matching
principle, is the linked recognition of revenues @xpenses that result directly and
jointly from the same transactions or other eventSor example, using the

matching principle, the various components of espemhich make up the cost of
goods sold are recognised in the statement of ¢inhiperformance at the same
time as the revenue derived from the sale of thago This approach may result
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in recognition and/or classification decisions thae inconsistent with the
definitions of elements adopted in this Statement. the application of the
matching principle would result in the recognitiohitems which do not meet the
definition of assets or liabilities, it is inapprigte and not permitted.

OTHER CHANGESIN EQUITY

7.26 In identifying changes in the entity's finasdcposition, users of a financial

report need information about changes in the éstiguity during the reporting

period that have not resulted from the entity'srafiens. These other changes
may include non-reciprocal transfers to and from ensr(distributions to owners

and contributions by owners) and capital maintenaupestments.

Contributions by Owners and Distributionsto Owners

Definitions

7.27 Contributions by owners means service potential or future economic benefits

that have been contributed to the entity by parie®rnal to the entity, other than

those which result in liabilities of the entity athestablish a financial interest in
the net assets of the entity which:

(&) conveys entitlement both to distributions ofvieer potential or future
economic benefits by the entity during its life,hsdistributions being at the
discretion of the ownership group or its represé¢ints, and to distributions
of any excess of assets over liabilities in thenewé the entity being wound
up; and/or

(b) can be sold, transferred or redeemed.

7.28 Distributions to owners means service potential or future economic benefits
distributed by the entity to all or part of its onship group, either as a return on
investment or as a return of investment.

7.29 Number Not Used.

Capital Maintenance Adjustments
Definition
7.30 Capital maintenance adjustments are adjustments made under certain

accounting models to the entity’s capital to takeamt of the effects of price
changes on the entity’s assets and liabilities.

7.31 The concept of capital maintenance adoptetianpreparation of financial
reports is concerned with identifying the capital b® maintained when
determining the result for the reporting period.
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8 DEFINITION AND RECOGNITION OF THE NON-FINANCIAL
ELEMENTS OF GENERAL PURPOSE FINANCIAL REPORTS

8.1 The non-financial elements most commonly inetliéh financial reports are
those directly related to service performance —uiapoutputs and outcomes.
Reports on service performance disclose the ddgreenich the reporting entity
has met its service objectives.

Definitions
8.2 Inputs are the resources used to produce the goods amites which are
the outputs of the reporting entity.

8.3 Outputs are the goods and services produced by the regpentity.

8.4 Outcomes are the impacts on, or consequences for, the contyngsulting
from the existence and operations of the reportimtitye

Recognition Criteria

8.5 The term “recognition” has a particular meanwigh respect to financial
elements and cannot appropriately be applied tefinamcial elements. However,
similar criteria should be used when deciding whetbéncorporate either type of
element into a financial report. A non-financiamkent should be included if:

(@) theitem has an appropriate basis of measurteigh

(b) it can be reliably measured.

9 MEASUREMENT BASES

Financial M easur ement

9.1 Financial measurement is the process of determining the monetary amounts
at which financial elements are to be recognised.

9.2 A number of different measurement bases may $ed un recording
transactions and events. They include:

(a) Historical cost. Assets are recorded at the amount of cash or cash
equivalents paid (or payable) or the fair valuehaf consideration given (or
to be given), at the time of their acquisition.

Liabilities are initially recorded at the amount proceeds received (or
receivable) in exchange for the obligation, or amge circumstances (for
example, income taxes), at the amounts of caslagir equivalents expected
to be paid to satisfy the liability in the normalucse of business.

(b) Current cost. Assets are carried at the amount of cash or cashabepts
that would have to be paid if the same, or an edpimtasset, was acquired
currently. Liabilities are carried at the amouhftcash or cash equivalents
that would be required to settle the obligation eatly.
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(c) Realisable (settlement) valueAssets are carried at the amount of cash or
cash equivalents that could currently be obtaingddiling the asset in an
orderly disposal.

Liabilities are carried at their settlement valutsat is, the undiscounted
amounts of cash or cash equivalents expected tpalek to satisfy the
liabilities in the normal course of business.

(d) Present value. Assets are carried at the present discounted védlubeo
future net cash inflows that the item is expectedaoerate in the normal
course of business.

Liabilities are carried at the present discountellie of the future net cash
outflows that are expected to be required to s#tddiabilities in the normal
course of business.

The interrelationship between elements means thantees and expenses are
measured on the same basis as the assets anitidmbil which they relate.

9.3 Choosing a measurement system for use in pngpaeneral purpose

financial reports has two aspects:

(&) selecting the measurement base, that isdithension(s)or attribute(s) of
assets and liabilities that are to be measured; and

(b) selecting thenonetary unitn which the measurements are to be expressed.

The alternative measurement bases were describepanagraph 9.2. The
alternative monetary units are nominal dollars t(tisa number of dollars) and
constant dollars (that is, number of purchasing pawés).

9.4 Paragraph 4.1 defined the qualitative charsties of general purpose
financial reporting as relevance, understandabiligiability and comparability.
Different measurement systems are likely to meeqthaditative characteristics of
general purpose financial reporting to differengrdes and there will often be a
trade-off between the qualitative characteristibforeover the trade-offs may differ
according to the type of asset or liability coneghnso that a decision may have to be
made as to whether users gain particular benefit financial reports being prepared
on a single measurement base, or whether it iptadde to measure different items
in the financial reports using different basesnahly, preparation costs may vary as
between alternative measurement systems, and thesk be taken into account
when addressing the balance between benefits aitsl co

9.5 Initial recognition most commonly occurs agsult of a transaction such as
the purchase of an asset. The measurement meaghficst recognition, therefore,
will typically be a cost based method. Thus assetd liabilities are normally
recorded initially at the transaction cost. Theray be a further recognition stage
which is referred to as remeasurement. Remeasutemasives changing the
monetary amount at which an asset or liability isorded when the recognition
criteria for a change are met. Such a change withally be attributable to events
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rather than transactions, for example, the pagsitigne giving rise to the need for
depreciation, the diminution in value of an amoowed by a debtor to allow for
the possibility of a bad debt, or a change in vali@ marketable security from
that used in the initial transaction.

9.6 Measuring assets at monetary amounts is agrofe/aluation. Historical cost
is the measurement base arising from traditiorahsaction-based accounting and is
used on initial recognition. For remeasurementntie¢hod used is usually a form of
current value, based upon observations of curremken values or the assessment
of the current value of the benefits to be derifiman using an asset. Current
value will usually be the same as historical costhat initial recognition stage,
subsequent events causing the two to diverge aetheasurement stage.

9.7 In preparing financial reports, reporting eesitin New Zealand usually
adopt historical cost as the initial measuremersieband nominal dollars as the
monetary unit. Application of the base is subject t

(&) arecoverable amount test; and
(b) recognition of depreciation (amortisation) @nfcurrent assets.

For example inventory is stated at historical arstet realisable value, whichever
is the lower; similarly, fixed assets are statethatlower of depreciated historical
cost and recoverable amount.

9.8 Except as described in paragraph 9.7 the Fiatocost system fails to
recognise unrealised valuation changes and may fnogide an inadequate
measure of financial performance. Regular remeasent of all assets and
liabilities would provide a more complete measurdirdncial performance which
has sometimes been referred to as comprehensivmélc

9.9 The combination of the historical cost systemthwthe practice of
remeasuring certain non-current assets to cur@oevis known as the “modified
historical cost” system This system is adopted by many entities in Newateh
Subject to the considerations described in pardigges above, the Board believes
that the modified historical cost system meets dbgectives of general purpose
financial reporting better than the historical cegdtem.

9.10 As noted in paragraph 9.4 it is unlikely thay single measurement base can
cater for every need or would be sufficiently reléafor financial reporting in all
circumstances. Hence it is desirable to applystesy that chooses the measurement

! Under this system, the practice has in the past beeecognise valuation changes on a

class of assets directly in a revaluation resemviglwis a component of equity. If recognition of a
valuation decrement resulted in a debit balandbenreserve for the class of assets concerned, the
amount of the debit balance was treated as a I&b® result of this method has been that the
statement of financial performance no longer imfates with the statement of financial position.
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base most appropriate to the circumstances. ThedBwill consider the most
appropriate measurement base when developing falareporting standards for
specific elements. It is appropriate that finah@gorts prepared in accordance with
this approach to measurement disclose fully thesoreanent bases which underlie
the financial report and those relating to all matelements.

9.11 All valuation changes will be recognised in eitthe statement of financial
performance or the statement of movements in equityese statements will then
interrelate with the statement of financial positioAs it develops each financial
reporting standard the Board will consider in whidhafcial statement the
recognition should be made.

Non-financial M easur ement

9.12 Non-financial measurement is the process deraning quantitative

representations of the non-financial elements ofegd purpose financial reports.
The selection of a measurement base will depenth@mature of the item to be
reported, but will commonly include dimensions efaqtity, quality, location and
time.

9.13 Any particular event or transaction may haeth lfinancial and non-financial

attributes capable of measurement, and may therbfoincluded as both a financial
element and a non-financial element in the gergugbose financial reports. For
example, a local authority’s rubbish collectioniatst may be measured in financial
terms, that is, the total cost of the activity, @amdon-financial terms, for example:

(@) the number of households from which rubbistoliected,;
(b) the frequency of the rubbish collection;

(c) the location from which the rubbish is collected

(d) the extent to which recycling is encouraged.
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